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The Bank publishes from time to time in this 
REviEw signed articles by exponents of different theories 
on questions of public interest. The Bank is not 
necessarily in agreement with the views expressed in 
these articles. They are published in order to stimulate 
free discussion and full inquiry. 
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The Future of GATT 
By Michael L. Hoffman 


—of the New York Times. 


PART from aberrations there has long been fairly general 
agreement about the essentials of a world economic 
system. It must be a system that defines some kind of 

relationship among the principal currencies of the world— 
as a minimum essential, among those in which the bulk of 
international trade is denominated. It must be a system that 
defines some kind of relationship among the commercial 
policies of the principal trading countries and that provides 
some kind of a framework within which international business 
can be transacted. The dominant view in the United States, 
Canada, Britain and the countries of Western Europe has been 
that the system should be constructed by the establishment of 
rules (more or less binding depending on circumstances) as to 
what governments should do in both monetary and trade 
spheres, and not by the internationalization of what is generally 
known as economic planning, involving frequent discretionary 
interventions by groups of officials that affect the values of 
currencies, the volume of trade and other factors. 

In the monetary field the governments reached agreement 
at Bretton Woods in 1944 on a set of rules. They also agreed 
upon the establishment of an institution, the International 
Monetary Fund, to lubricate the system with three billion 
dollars, in the form of gold and dollar assets, and considerable 
resources in other currencies. The Fund was also supposed to 
preside over the system’s functioning. This article is not 
concerned with the Fund or the Bretton Woods rules as such. 
But it is worth noting that, despite all the criticisms, nobody 
has come forward with any set of rules that looked as if it 
would either work better or obtain more political support in 
the principal nations. There have, however, been serious and 
constructive criticisms of the Fund as an institution. 


ORIGINS OF GATT 

On the other side, broadly the trade side, the system- 
building task was abandoned before the edifice was completed. 
After lengthy and fascinating negotiations, an International 
Trade Organization Charter was adopted at the Havana 
Conference in 1948. It incorporated the principle of generalized 
most-favoured-nation treatment, or non-discrimination, as 
applied to customs tariffs: that is to say, the system whereby 
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a tariff concession granted to any one country is automatically | 
extended to all other countries entitled to most-favoured-nation | 
treatment. The Charter also attempted to define a correspond- 
ing standard of conduct for governments utilizing quantitative | 
restrictions, which, however, were supposed to be done away 
with altogether at some future date. It also established an 
organization to interpret the rules and to act as a forum in | 
which governments could negotiate reductions in customs | 
duties and generally thrash out their international trade 
problems. 

Had the world of the Havana Charter ever come into 
being it would have been a world of fairly stable and tightly | 
bound tariffs and of no other major restrictions on international | 
trade in manufactures. It was always envisaged that agricultural | 
products and some raw materials would be subject to other | 
forms of regulation, but here too there would have been | 
co-ordination, agreement and comparative stability. 

The Government of Liberia has the distinction, among | 
others, of being the only one to have ratified the Havana) 
Charter without reservation. Australia ratified subject to 
ratification by Britain and the United States. The Swedish 
Government was authorized by its parliament to ratify, but 
never did so. 

It is clear in retrospect, indeed it seemed clear to many at 
the time, that the main reason why the Havana Charter was 
still-born and why the ITO never came into existence was 
that the drafters were not content merely to cope with the 
problem of constructing a framework for international trade 
but in addition tried to put into an inter-governmental agree- 
ment all sorts of things concerning the conduct of economic 
affairs in general. There were, for example, chapters on Full 
Employment, Commodity Agreements, on Economic 
Development and Cartels. There was an agonizing effort to) 
compromise between those who felt that “ full employment”, 
then in its hey-day, justified any sort of manipulation of a 
country’s international accounts and those who felt that it did| 
not. There was also a strenuous effort to get everybody into! 
the scheme, which meant offering bait in the form of breaches 
in the system which it was the principal duty of the drafters to 
make as tight as possible. 

The tariff negotiations which had been carried on in 
Geneva during 1947 came to an end, however, and their results| 
had to be embodied in some kind of an agreement, before the 
drafting of the ITO Charter was finished. Hastily, and almost 
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unnoticed, the officials who took part in the tariff negotiations 
threw together bits and pieces of the sections of the Charter 
dealing strictly with trade policy, tacked on clauses of 
“ application,” and capped the result with an article binding* 
for three years the duties that had been negotiated. Somebody 
had the unhappy thought of calling the result the General 
Agreement on Tariffs and Trade, which promptly became, 
and remains, known under the unmelodic name of GATT. 

So provisional was it expected to be that for a long time 
the text was only mimeographed, not printed. When the 
magnificent edifice of the 1TO came into being with the force 
of a treaty there would be no need for governments to rely 
on a mere “ agreement”’ to define the rules of international 
trade. There are no provisions in GATT for any secretariat 
or indeed for any y at all except the Contracting Parties, 
who are simply the delegates from the different countries 
meeting as a group. There was no budget. Money and staff 
were borrowed from the United Nations in the guise of staff 
for an Interim Committee for the ITO. 

For seven years this puny structure has held the nations 
of the Western world together on the same track, as far as the 
main lines of trade policy are concerned. It has carried out 
three successful endl tariff conferences, as a result of which 
duties affecting three-quarters of world trade have been reduced 
or bound. It has become the forum for the settlement of 
disputes which, prior to its existence, could and probably 
would have led to sputtering tariff wars. It has also, incidentally, 
acquired an esprit de corps and developed a sense of loyalty 
among both governmental representatives and the international 
secretariat that is unique among international organizations. 


THE POSITION TODAY 

The General Agreement as it stands today, after the tariff 
conferences of Geneva (1947), Annecy (1949) and Torquay 
(1950-51), contains tariff schedules binding more than 55,000 
items in the customs tariffs of thirty-one countries and the 
Benelux Customs Union. In practice the deterrents provided 
in the Agreement to revocation of negotiated duty concessions 
have proved quite effective. These duties, as a result of sub- 
sequent negotiations, are bound until ist July, 1955. 
Thereafter, if nothing is done to prolong the bindings, the 
duties would not, as is sometimes supposed, automatically 


? A bound duty is one that cannot be altered for a given period except through certain 
procedures set forth in the Agreement. 
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revert to their pre-GATT levels ; but there would be no real 
deterrent to raising formerly bound duties except the fear of 
retaliation, in which all signatories would become free to 
indulge if any country unilaterally revoked negotiated duty 
concessions. 

By now GATT is also an organization—it is quite hopeless, 
by the way, to try to prevent the same term being used 
indiscriminately to only to the Agreement and to the 
organization. It may astonish many of the bitter enemies of 
GATT to know that this monster they so dread has, at this 
moment, precisely ped people on the payroll, including a 
chauffeur and errand boy. The whole fits comfortably into a 
modest villa on the outskirts of Geneva. The Executive 
Secretary is Eric Wyndham White who, since leaving the 
Foreign Office in 1947, has had the peculiar and rather trying 


task of endeavouring to keep good people working in an | 


organization that was not really supposed to exist. 

The Contracting Parties form the real heart of GATT. 
This has grown into a body of high level civil servants, 
frequently supported by ministerial attendance, with a sub- 
stantial corpus of what is, in effect, case law accumulated 
during its eight sessions. Its meetings are held in private, but 
very full information is supplied to the press concerning 
decisions and even arguments on issues that arise between 
governments represented. This policy has not resulted in 
weakening the effectiveness of the Contracting Parties as a 
forum for serious negotiation on major world trade issues. 

But the Contracting Parties have also become a kind of 


court. There are many parts of the General Agreement that call | 


for their approval or review of the actions of individual govern- 
ments. They hear complaints of violations of the Agreement or 
of nullification of concessions bound into the schedules. A 
procedure of panel hearings has been developed, and 
successfully applied to numerous disputes, whereby a small 
number of experts can weigh the pros and cons of a case and 
lay before the full body a considered judgement, which is, so 
far invariably, potion | These panel hearings go fully as far 
as anything developed in the Organization for European 
Economic Co-operation in the direction of “ calling 


governments on the carpet’ to account for deviations from | 


the rules of the system. They represent an important new 
technique of bringing to bear on governments the pressure of 
collective international opinion in a manner tending to reduce 
conflicts and divergences in trade policies. 
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THE FORTHCOMING CONFERENCE 


In November the thirty-four countries that now adhere to 
GATT, and perhaps a few others, certainly including Japan, 
will meet in Geneva to review this structure. They will have to 
decide whether they, or any group of them, really want to bind 
themselves in a more permanent fashion to a set of trade rules 
substantially like those embodied in the General Agreement, 
whether they want to try complete tariff and commercial 
policy autonomy, or whether they want to experiment with 
some other set of rules. 

It may be said at once that it is highly probable that many, 
perhaps most, of the countries that regard themselves as 
“ under-developed ” will not be prepared to form more than a 
loose attachment to a set of trading rules based on the principle 
of non-discrimination and the abolishing of quantitative import 
restrictions. This aspect of the GATT problem has aroused 
very little discussion in Britain, but it may well turn out to be 
the subject matter of the most difficult single phase of the 
forthcoming negotiations. 

The problem cannot be treated at length here. But it 
may be said that the only prospect of making a really world-wide 
trading system, by agreement, seems to lie in the creation of 
what would, in effect, be two sets of inter-related trade rules. 
One would apply to the more advanced and more industrialized 
countries; the other, less stringent, to the comparatively 
backward countries. 

GATT already has this dual system in practice, by reason 
of the various exceptions to the rule of non-discrimination 
which under-developed countries can claim. But there is a 
certain tinge of hypocrisy in the present situation which many 
members of the Contracting Parties would like to get cleared 
up by frankly facing the fact that the under-developed countries 
are not going to conduct their affairs on the same lines as, say, 
Britain or the United States. The other alternative, of course, 
is to say to those countries that they must play the game accord- 
ing to the full set of rules or not join up at all. This is intellectu- 
ally satisfying. But it is most unlikely that either the British or 
United States Government, in the end, would wish to gain 
precision and strictness at the cost of alienating India, the Latin 
American countries and other politically sensitive countries 
whose governments insist on the necessity of using quantitative 
restrictions and other forms of discrimination to encourage 
industrial or agricultural growth. It is no use arguing with 
these governments that their kit-full of discriminatory practices 
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is a poor substitute for sensible monetary policy and the 
creation of an economic climate that encourages private 
enterprise and savings. It is no use pointing out that the only 
case in which a really fr country, in terms of natural 
resources, developed wll tad to a comparatively rich country 
is that of Switzerland, which has never used protection against 
imports as a major element of national policy so far as 
non-agricultural occupations are concerned. 

There is also considerable doubt whether the more 
advanced industrial nations can agree among themselves. The 
GATT revision, of course, is going to be strongly influenced 
by developments on the currency front. There is not much 
likelihood that the United States will continue very much 
longer even a nominal and partial adherence to the rule of 
universal most-favoured-nation treatment if exchange controls 
directed principally at maintaining discrimination against dollar 
goods remain in force. There is already pressure in the U.S. 
for a more general adoption of the quota system for restricting 
imports. So far this system, which is the very negation of the 
most-favoured-nation principle, has been confined to a few 
agricultural products. But there is no logical answer to the 
demand for quota protection if the Administration can no 
longer argue that discriminatory exchange controls, at least 
in the major trading countries, are a temporary and passing 
phenomenon. 

The United States has been, quite properly, criticized 
for many aspects of its international economic policy. Critics 
of the present situation should not, however, forget that 
business interests in the U.S. have waited nearly ten years for 
the fulfilment of freely made pledges that American goods in 
foreign markets hou again enjoy non-discriminatory customs 
treatment and freedom from discriminatory exchange 
restrictions. It is, moreover, precisely among these business 
groups interested in the development of export trade that the 
strongest and most effective backers of a more liberal American 
import policy are found. One of the elements in the situation 
that will face negotiators at the GATT revision conference is 
the danger that continued delay in establishing convertibility 
of the major currencies might bring to an end the patience of 
American business leaders who have formed the chief bulwark 
of the freer trade forces in the United States. The risk is that 
the traditional American policy of non-discriminatory customs 
treatment might be abandoned. 

It is incomprehensible to many of those who have observed 
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closely the developments of the last ten years in international 
trade and tariff relations how either business groups or 
economists in Britain can lightheartedly advocate a policy of 
permanent discriminatory restrictions on dollar imports—or 
increased preferential duty margins which may have much the 
same effect—on the assumption that the United States, not to 
mention other countries, would continue to refrain from 
following similar protective policies. The Constitution does not 
require the U.S. Government to maintain a non-discriminatory 
most-favoured-nation policy. 

One cannot say that any specific period of delay in giving 
dollar goods an even commercial break on the main world 
markets would cause an American abandonment of non- 
discrimination. What one can say with some confidence is 
that it is sheer irresponsibility to present, as the alternative to 
common adherence by Britain and the U.S. to something 
like the rules of GATT, a system in which the U.S. adhered 
to those rules while the rest of the world freely discriminated 
against the dollar. The advocates of greater “ Imperial 
preference”” and permanent exchange control should be 
required to answer the question: What happens if the United 
States should begin to meet discrimination with discrimination ? 
One suspects that if they started to answer the question their 
case would collapse like the proverbial pack of cards. 


U.S. TARIFF UNCERTAINTIES 

What might be called the other side of the coin of trade- 
convertibility inter-relations is much better understood in 
Britain. Indeed, here the British are doing the patient waiting. 
Just as non-discrimination as a commercial policy 1s 
inconsistent, over any long period, with the absence of freely 
convertible currencies (speaking always of the principal 
participants in world trade, or countries with any desire to 
become such), so convertibility is impossible to sustain if any 
very large country repeatedly throws its trading partners off 
balance by raising new barriers to imports. Specifically, the 
United States cannot expect to have both a world of convertible 
currencies and its traditional tariff policy. 

From this point of view, the trouble with the U.S. tariff 
is not that it is “ high.”” By most measures, none of which can 
be regarded as very meaningful, it is not any longer a “ high” 
tariff. The trouble with the U.S. tariff is mainly that it is 
likely to be raised whenever a foreign enterprise or industry 
succeeds in establishing itself in any significant section of the 
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American market. It is even likely to be raised whenever a 
foreign industry opens up an entirely new market, such as that 
for light-weight bicycles. This one-way instability in the tariff 
of the country which, for other reasons, exercises a peculiarly 
strong influence on the capacity of other countries to maintain 
freely convertible currencies is intolerable in a “* convertible ” 
and “ non-discriminatory ” world. If it were, say, Guatamala, 
or even Italy, it would be an irritant, but the system could work. 
When it is the United States the system simply will not work. 
It has been argued that the world supply of dollars would 
be inadequate even if the United States had no customs duties 
on imports. This seems like sheer nonsense to anyone who has 
observed American tourists on a spending spree abroad. It 
completely ignores the fact that a major factor determining the 
present Sed of ian 
lneieed i in getting foreign goods before the American consumer 
and keeping them there. But it does seem quite certain that 
the world supply of dollars will become periodically inadequate 
to a moderately satisfactory rate of growth in the general level 


of well-being in the Western world if the freedom with which | 


American industries can claim and get increased protection is 


not reduced. The industries on which Europe, in particular, | 


must rely for its chief dollar earnings will not undertake the 


heavy development costs involved in selling highly | 


manufactured goods on a market that is difficult to compete in 
at best if they are constantly under the threat of adverse 
changes in the terms on which their goods can enter that market. 
It is not enough for other countries to rely on the goodwill 
of an Administration that rejects most of the duty increases 
that emerge from the present American machinery of claims 
and appeals. 

In the long run, this problem can be solved only by the 
adoption by the United States of some form of redress for 
“hurt” industries other than increased barriers to imports. 
A discussion of the alternative policies would lead too far 
astray. But it is important to note that there is a very active 
discussion of these matters in the United States. There is 
even proposed legislation before Congressional committees 
looking toward the establishment of forms of protection more 
consistent with the U.S. economic position in the world. 


In the short run, the most hopeful sign is that the | 


Republican Administration has stated that it intends to put 
the revised GATT before Congress and ask for some form of 
stamp of approval. The fact that the American commitment | 
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to the GATT rules, and even to the binding of duties under 
the Agreement, has always been nothing more than an agree- 
ment by the executive greatly weakens the force of the 
Agreement when it comes up against domestic claims for 
protection. Congressional approval would strengthen the hand 
of the Administration very greatly in defending the bound 
duties against attack. 


PROBLEM OF LOW TARIFF GROUP 

It would be wrong to think that the problem of the 
American tariff, however important it may be for the converti- 
bility issue, is the only tariff problem facing the GATT revision 
conference. The problem of tariff disparities in Europe is at 
least as likely to cause a breakdown of the effort to hold together 
something like the GATT system. Here it is the Benelux 
countries, Denmark and Sweden, which taken together make 
a very substantial contribution to world trade, whose patience 
is running out. They feel that in the successive tariff 
negotiations since 1947 they have given away much and obtained 
little. They feel, in particular, that the British, French, West 
German and Italian tariffs are unreasonably high on many of 
their principal exports, given the fact that their low tariff 
markets have been freed of most quantitative restrictions on the 
exports of their larger neighbours. Indeed the Danish Govern- 
ment, speaking more or less for the group, has warned the 
Contracting Parties that it cannot be assumed that the low 
tariff countries will continue to try to adhere to the GATT 
rule against quantitative restrictions, unless some new tariff 
bargaining formula is accepted by the high tariff countries 
that would give some promise of a significant reduction in 
existing tariff disparities. 

This problem arises because of the incorporation in GATT 
of a tariff bargaining technique derived from the American 
Reciprocal Trade Act. The principle is that either a reduction 
or a binding of a duty may constitute a “ concession ”—it 
being invariably assumed in these matters that a country that 
permits its citizens to buy goods they desire on more favourable 
terms is thereby making a sacrifice. The procedure consists of 
Swapping concessions, until each bargaining government 
believes that it has obtained all the concessions it can get for 
its exporters without giving up any really important protection 
of its import-competing industries. At some point a kind of 
balance of advantage is achieved and a new set of duty schedules 
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is agreed upon—unless, of course, the bargaining procedure 
leads to an impasse. 

GATT made this procedure multilateral, so that each 
government could negotiate with several others at the same 
time. This is an immensely superior technique to successive 
bilateral negotiations, if only from the point of view of saving 
time. But the underlying determinant of the resulting tariff 
schedules remains the bartering of “ concessions ” against each 
other. The low tariff countries are now demanding that the 
principle of measuring concessions solely in terms of the 
amount of reduction in particular duties be abandoned in 
future negotiations. The fact is that, having bound their low 
duties in three successive negotiations, they have nothing left 
to bargain with on the present GATT formula. 

his problem was evident to all concerned by the middle 
of the Torquay conference. Work was begun shortly afterwards 
looking toward the development of a new formula. Interest 
finally settled around a proposal drafted by French experts 
and first put forward by M. Pierre Pflimlin, then Minister of 
Commerce. This was Deomend not only in the framework of 
GATT, but also in the committees of the OEEC and the 
Council of Europe. It was finally published by the GATT 
Secretariat in January, 1954, as A New Proposal for the Reduction 
of Customs Tariffs. 

The Pflimlin plan is based upon the principle that the 
so-called high tariff countries, as well as their low tariff 
associates, could gain a general advantage from a scheduled 
reduction in their tariffs quite apart from any specific conces- 
sions they might obtain on particular exports. A second, and 
somewhat subsidiary principle, is that no country in the group 
ought to use customs duties to sustain an industry that requires 
more than a given percentage of protection—in other words, 
that there should be an agreed maximum rate above which no 
duty would go. 

The scheme has been well summarized in the GATT 
publication referred to : 


Each government participating in the plan would undertake to reduce the 
average incidence of its customs tariff in a base year by 30 per cent., in stages 
of 10 per cent. in each of three successive years. Governments would not be 
required to reduce every tariff rate by this amount, for within certain limits 
they would be free to choose the items on which to make reductions. The 
reductions would, however, have to be distributed throughout the tariff and 
not concentrated in any one part of it, thus ensuring that the benefits would 
accrue to all supplying countries, even to one whose interest might be limited 
to products of a certain class. In order to achieve that object the tariff would be 
divided into sectors covering broad categories of related products, such as 
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primary foods, products of the chemical industry, etc., and the 30 per cent. 
reduction would be applied to each sector... 

Reduction by 30 per cent. is the general rule, but less than that is required 
of countries having comparatively low duties. This would be accomplished 
by the establishment of a demarcation line and, below that, a floor for each 
sector. A country whose average duty incidence in any sector was below the 
demarcation line would be required to make less than the 30 per cent. reduction, 
and if the incidence was below the floor rate no reduction at all would be 
required. Thus, if a country’s average incidence in a sector stood, say, half-way 
between the floor rate and the demarcation line it would be required to make 
only half the reduction prescribed by the general formula. 

There is also a proviso setting the agreed upper limit for 
any one duty. Each country would agree to reduce to this 
oint within the three-year period any duties above the limit. 
here are, in addition, provisions to enable governments to 
exclude purely fiscal duties, like the British duty on tobacco, 
and an “escape clause’ whereby a government could, in 
certain circumstances, withdraw one duty reduction and 
substitute another, provided its average level of reduction 
continued to follow the rule. The resulting duties would be 
bound originally for five years. 
The tariff experts of the Contracting Parties believe this 
scheme would work. Provision for adherence to some such 
system is embodied in the legislation sent to Congress on the 
basis of the Randall Commission report, and presumably to be 
re-submitted next year. The American Bill would permit 
only a 5 per cent. annual reduction in the average incidence. 
Obviously, the exact percentage would be a matter of 
negotiation in any case. 


THE CASE OF JAPAN 

As if the issues of convertibility, discrimination, under- 
developed countries and disparate tariff levels were not enough, 
the GATT revisionists will have to face a major political 
issue in the form of what to do about Japan. Japan wants to 
get into GATT, has practically been promised that she can 
soon get in, and has the full backing of the United States for 
her demand. Britain has been engaged in what can best be 
described as a delaying action. The problem has been aired 
often enough in Britain to require no detailed exposition here. 
In many lines, but most particularly in textiles, Japanese 
competition on equal terms with British manufactures in 
Colonial and Commonwealth markets is dreaded like a plague 
by British industry. As long as Japan is not a fully fledged 
member of GATT (she is already entitled to participate in 
meetings of the Contracting Parties) no Contracting Party is 
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obligated to extend most-favoured-nation treatment to Japanese 
products or to enter into tariff negotiations with Japan. 

It seems to be widely assumed in Britain that once Japan 
becomes a member of GATT every Contracting Party would 
necessarily be obligated in both the above respects. This is not 
correct. It is the clear meaning of the whole Agreement that 
members of the GATT system should extend full most- 
favoured-nation treatment to each other. But under Article 35 
it is possible for any Contracting Party, at the time any other 
government joins GATT, to refuse to apply the Agreement, or 
just the part concerning tariff concessions, to the acceding 
government. Under this article Britain could refuse to apply 
the Agreement to Japan by refusing to engage in tariff negotia- 
tions with her. As a matter of fact, South Africa and India, 
though both original members of GATT, have never entered 
into tariff negotiations with each other and have never con- 
sidered themselves bound to extend most-favoured-nation 
treatment to each other’s products. 

The real trouble is that Britain would be extremely 
uncomfortable in any such position as that envisaged by Article 

35. Even a cursory glance at the appalling balance of payments 
problem of Japan indicates why the United States insists that 
this large and industrious nation must be given a fair chance 
to expand its trade in Western markets. Not even the most 
optimistic estimates of the potential of reopened trade with the 
Chinese mainland, if it becomes possible, provide any basis for 
dismissing the problem. The U.S. is so impressed with the 
urgent need to build up Japan’s exports that the Administration 
has taken the unusual step of informing the Contracting Parties 
that the United States will give concessions in its own tariff 
in return for concessions given by others to Japan. 

These are circumstances that make it extremely difficult 
for the British Government to refuse to bring Japan fully into 
the GATT system or to refuse to participate in the tariff 
negotiations that are expected to follow the GATT revision 
meeting. Britain’s opposition to Japanese adherence is clearly 
based on the desire to maintain specially protected markets 
for some British exports. It is a case in which Britain’s position 
as a world power imposes painful obligations, much the same 
sort of obligations that Americans are constantly being reminded 
of by their friendly critics overseas. 

* * * 

It would be rash to predict that the Western community 

of nations will succeed, in the course of the next few months, 
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in finishing a world trade structure of great logical consistence 
and durability. The closer one is to the heart of the conflicts 
of interest that rage around GATT (and around the 
convertibility issue) the less probable it seems that a breakdown 
of stable monetary and trade relationships can be avoided. The 
effort to substitute reason and agreement for the heavy weight 
of tradition and, no doubt, something very like taboo, which 
kept the main elements of the pre-1914 structure in place may 
prove too much for governments dependent on winning 
democratic elections. The very fact that things have been 
going quite well under the combination of tariff truce (main- 
tained by GATT) and gradual relaxation of exchange controls 
that has characterized the Western international scene during 
the past few years may make it difficult for governments to 
face the heavy criticism sure to follow any joint effort to 
formalize, and make more permanent, the “ system ’’ whose 
partial establishment has had so much to do with the rate of 
economic progress we have achieved. 

Americans who have argued and struggled for the creation 
of a real non-discriminatory system of multilateral trade and 
payments are naturally gratified at the substantial swing of 
opinion in influential British circles towards the view that these 
same objectives are in the fundamental interest of Britain, and 
to read in the Financial Times that “‘ Britain must herself be 

repared to become a model of non-discriminatory behaviour.” 
The outsider no longer feels that the pledges in Article 7 of 
the Lend-Lease Agreement are widely regarded as a hypo- 
critical statement wrung from a reluctant ally in time of great 
need. 

It is probably just as true now as it was in 1944 or in 1947 
that agreement between the United States and Britain on the 
main lines of a common policy in these matters is a necessary 
and sufficient condition for the maintenance of economic peace 
within the non-Communist part of the world. It in no way 
belittles the contributions of other nations to world economy 
to insist that this fact should be deeply engraved in the con- 
sciousness of every delegate to the critical series of international 
gatherings that are to take place within the next few months. 

MicHaEL L. HorFMan. 
Geneva. 
September, 1954. 
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The Economics of Pension Funds | 


By F. W. Paish and A. T. Peacock 


I 
INTRODUCTION 


HE recent Report of the Committee on the Taxation | 

Treatment of Provisions for Retirement' and the study 

of the Research Group of the Institute of Actuaries’ have 
drawn attention to the remarkable growth in pension rights 
which are being accumulated through schemes sponsored and | 
in many cases administered by business enterprise. Despite | 
the publicity given to them in official reports, there is a | 
surprising lack of information about the extent and the operation | 
of industrial pension schemes. The enquiry undertaken by the 
Ministry of Labour for 1936, which was published in the | 
Ministry of Labour Gazette in May, 1938, has never been 
followed up, and the statistics illustrating their growth are very | 
sketchy. The Ministry of Labour enquiry for 1936 put the | 
number of employed persons covered by privately administered 
pensions schemes and Life Office schemes (the distinction is 
considered below) at about 1,600,000. This total had risen 
to something like 5,000,000 by 1952. About 4o per cent. of 
persons covered by schemes of this sort in 1936 were members 
of schemes to which only the employer contributed, and this 
percentage has now probably fallen to somewhere around 30 
per cent. In 1936, the numbers covered were equally divided | 
between manual workers and clerical and administrative staff, | 
and this percentage does not appear to have altered. If we | 
add the number of persons covered by statutory superannuation | 
schemes, that is to say civil servants and other government 
employees, then in 1952 the total number of those covered by | 
pensions schemes, quite apart from the National Insurance | 
scheme, was something like 7,000,000, or, say, one-third of 
the working population. Moreover, everything points to 
continued growth in the number of schemes, so that by now | 
the total number covered may be appreciably more than this. 

The reasons for this growth are diverse, but there seems 
little doubt that the principal one in this country has been the 

* Command Paper No. 9063/54, hereinafter referred to as “ the Report.” 
* The Growth of Pension Rights and Their Impact on the National Economy. 
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maintenance of full employment for something like fifteen 
years. Employers have found pension schemes useful as 
methods of attracting and holding a skilled labour force at a 
time when labour has been a scarce factor of production. 
Moreover, they have been encouraged to do so by the high 
rates of profits tax and income tax. As their own contributions 
to schemes of this kind have been treated as a cost for tax 
purposes, they have in effect been subsidized by the Inland 
Revenue. While schemes of this sort were earlier regarded with 
suspicion by trade unions, as promoting a division of loyalties 
and providing an alternative to higher wages, they have gained 
the support of these organizations in recent years. One of the 
most important factors influencing trade union support has 
been the operation of wage restraint in the early years after the 
war. Trade unions preferred wage increases in the form of 
additional pension rights rather than no increases at all, and 
employers readily granted them. 

The few figures illustrating the growth of these schemes 
are sufficient to suggest that retirement provision of this scale 
must have important economic effects. This article is an 
attempt to analyse these effects, and to consider how far they 
conform or conflict with generally accepted objects of economic 
policy. 

II 
THE NATURE OF PENSION FUNDS 

Methods of retirement provision vary greatly from one 
enterprise to another, as the result partly of historical accidents 
and partly of the particular circumstances of each business and 
the relationships between employer and employed. Besides 
the broad distinction already mentioned between contributory 
and non-contributory schemes, there are at least five other 
types of major differences. Non-contributory schemes can 
themselves be subdivided into the majority, where regular 
annual appropriations are paid into a fund on a scale actuarially 
sufficient to provide for future pensions, and the minority, 
where the employer merely charges direct to profit and loss 
account such pensions as he happens to be paying at the 
moment. A second difference, important for its effects on the 
mobility of labour, is between schemes where the employee 
loses all but the benefit of his own contributions (if any) if he 
resigns (except perhaps for reasons of health) or is dismissed 
before reaching retirement age, and those under which he can 
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take his full rights with him, in some form, even if he resigns 
or is dismissed. Thirdly, from the point of view of taxation 
privileges, there is an important difference between schemes 
which confer pension rights only and those which give the 
beneficiary the option of taking a lump sum payment. Fourthly, 


the recent heavy fall in the purchasing power of money has | 


emphasized the difference between schemes where the benefits 
are fixed or depend on previous contributions, whether fixed or 
varying with , and those where they are based on retirin 
salary. And fin y, from the point of view of the form o 
organization, there is the distinction between those schemes 
which are privately administered and those which are conducted 
through one of the life offices. 

These differences are not, of course, wholly independent 
of one another. Schemes conducted through life offices must 
necessarily be conducted in accordance with actuarial principles. 
It also seems probable that schemes providing benefits based 
on retiring salary, which may involve the employer from time 
to time in large supplementary contributions, are more likely 
to be conducted privately, while schemes giving only such 
benefits as are covered by previous contributions are more 
suitable for conduct by life offices. It may well be also that 
life office schemes carry options to lump sum payments and 
benefits which remain the property of the employee on resigna- 
tion more frequently than do privately conducted schemes. 

the two main types of organization, the commoner, 
pa ar ered for firms with large salaried staffs, is the privately 
inistered scheme, and this is the most important financially. 
Under such a scheme, employees and employer pay 
contributions into a fund, which is administered as a trust. 
The general nature of the scheme is usually approved by both 
directors and the trade unions. The trustees are appointed by 
the directors of the firms, and usually employees are represented 
on the board of trustees. 

The contribution and benefits will vary according to the 
nature of the enterprise and the objects of the scheme, but 
some degree of uniformity is detectable, largely because the 
schemes are influenced by the generous tax concessions given 
to pension schemes which provide benefits only in the form 
cf an annual pension to those of retirement age, without the 
option of a lump sum payment. Usually, the benefits and 
contributions are related directly or indirectly to salary, the 
general object being to reward the employee for his efficiency 


| 
| 
| 
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and length of service, subject to the condition of maintaining 
the solvency of the pension fund. Pensions of salaried 
employees, who are likely to achieve their peak in earnings at 
the end of their careers, are usually based on their final salaries, 
subject to some length of service condition, or upon their 
average salary over, say, the last ten years of service, while 
contributions of both a and employed are a fixed 
proportion of annual salary. The relation, therefore, between 
contributions and benefits is indirect. Care has therefore to be 
exercised to keep the fund actuarially solvent, that is to say, to 
ensure that it is able to meet its obligations on the assumption 
of current conditions of retirement, contributions and benefits. 

When an increase in the cost of living makes necessary a 
general rise in salary scales, and especially in so far as this 
affects those employees who are nearing retirement age, ihe fund 
accumulated out of past contributions and appropriations will 
no longer be large enough to meet the prospective demands 
upon it. As it is impossible to demand retrospective 
contributions from employees, the whole cost of making good 
the deficiency falls upon the employer, who will have to make 
special supplementary appropriations, in addition to a 
permanent increase in his regular appropriations in proportion 
to the rise in his salary bill. The magnitude of these special 
supplementary appropriations when salary scales are raised 
will depend partly on the size and distribution of the increases, 
partly on the age distribution of the staff, and partly on the 
number of years over which retiring salaries are averaged for 
the purpose of calculating pension rates. The longer this 
period, the larger the share of the loss due to the loss of purchas- 
ing power of former contributions which will be borne by the 
employee and the smaller the share borne by the employer ; 
but unless salaries are averaged over the whole period of service 
(which is the same as making pensions dependent entirely on 
former appropriations and contributions) the employer will 
continue to bear some part of the risk. In practice, the period 
over which retiring salaries are averaged seems rarely, if ever, 
to exceed ten years. 

In a large firm, there may be different pension schemes 
to suit different classes of employee. Thus manual workers, 
whose average earnings may not vary greatly according to age, 
may receive a fixed pension laid down in advance and pay 
relatively little by way of contributions. At the other extreme 
are the high executives, for whom the tax concessions attracted 








18 


by schemes of this sort are of great importance. Again, an 
elaborate pension scheme is obviously inappropriate where the 
rate of turnover of labour, usually female, is very high. It is 





common in such firms to institute Bes fund schemes with | 


contributions by employee and employer. 


Some large employers of labour prefer to operate schemes | 


in which only the employer pays contributions, or in which the 
employer guarantees a pension on the fulfilment of the con- 
ditions of service which is met out of current receipts and not 
out of a separately constituted fund. This type of provision 
obviously gives the employer more control over pension rights 
and more freedom in his distribution of rewards for service. 
The second main type of organization, the so-called life 
office scheme, is commonly found in small firms with, say, 
one hundred employees or less. Such firms cannot take 
advantage of the administrative economies of schemes which 
cover large numbers of employees and may not possess the 
financial expertise to devise and administer a private scheme. 
Instead, they pay over their own and their employees’ contribu- 
tions to a life office, either in order to provide policies for 
individual employees for the joint premium, or in order to 
provide a “ blanket” policy covering all the members of the 
scheme irrespective of the individual risks and contributions. 
The existing system of tax exemptions weights the scales 
heavily in favour of private schemes as against life office 





schemes. A suitably devised private scheme can obtain | 


registration as a charity and so escape the payment of income | 


tax on the interest earned on its invested funds, while a life 
office must pay tax on its interest earnings at the rate of 7s. 6d. 
in the pound. To compete with the alternative of a private 
fund, the life office must be able to show advantages in its | 


administrative organization and skill, and in its power of 


spreading risks, sufficient to offset the effects of discriminating 
taxation; and this it can usually do only for the smaller | 
businesses. 

III 


THE TAX TREATMENT OF PENSION SCHEMES 
In addition to the exemption from income tax on interest 


receipts granted to those pension funds which are registered | 


as charities, pension schemes attract very considerable tax 
concessions on contributions—concessions which are un- 


| 


| 


doubtedly one of the main reasons for these schemes’ recent | 


rapid growth. Tax legislation governing pensions provision is 
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complicated, but generally speaking it can be said to adopt the 
formula of exempting contributions from tax while taxing 
pensions as earned income. The general principle followed 
(although not altogether consistently applied) is that tax 
payments are spread over the period of the consumption of 
income rather than over the period in which it is earned. Thus, 
subject to safeguards regarding the amount that can be 
accumulated as provision for retirement, relief is afforded on 
premiums. The conditions which the schemes must fulfil in 
order to attract relief are laid down in a series of Acts beginning 
with the Income Tax Act of 1918, subsequently modified in 
1921 and 1947. The three main conditions are as follows :— 

(a) That the sole purpose of the fund is the provision of 
annuities on retirementfor employed persons, orfor their 
widows and dependents in the event of the death of the 
employee. (This criterion rules out any schemes under 
which the employee receives a lump sum on retirement, 
or has the option of commuting part or all of his 
pension into a lump sum payment. If no tax has been 
paid on the contributions to such schemes, at least at 
the reduced rate appropriate to life insurance 
premiums, the lump sum payments are taxable as 
income in the year in which they are received.) 

(6) That the scheme is open to all employees of a defined 
category, e.g. all salaried employees. 

(c) That benefits are reasonable in relation to the 
employees’ remuneration and length of service. (The 
test of ‘‘ reasonableness ”’ is provided by the statutory 
superannuation schemes for civil servants.) 

Once a scheme receives the approval of the Inland 
Revenue, then in the case of trust funds the employer’s con- 
tribution is deductible as an expense in determining profits 
tax and income-tax liability, the individual employee obtains 
tax relief on the whole of his contribution, and the interest 
income of the funds is exempt from tax. In the typical life 
office schemes, where the beneficiary retains a lump sum 
option, the concessions are less generous. The employer’s 
contribution is deductible as before, but the employee's 
contribution attracts only the normal concession for life 
insurance premiums which is equivalent to 2/5ths. 

When an employee retires and begins to receive his 
pension, he is taxed as if he were receiving earned income, but 
if he leaves employment before the age of retirement either 
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because he wishes to become self-employed or wishes to 
join another firm, then usually he receives back only his own 
contributions. The trust fund is then liable to pay tax on the 
surrendered contributions at 25 per cent. of the standard 
rate, which is claimed from the employee in question. If he 
moves to another enterprise which has a pension scheme of its 
own, and the trustees of the scheme operated by his new 
employer are prepared to offer him pension rights in return for 
the contributions in respect of his previous employment, then 
the employee may claim back the tax paid. However, 
relief does not hold in the case of a person who chooses self- 
employment and wishes to buy, for example, a deferred annuity. 
Moreover, in most cases the individual who transfers employ- 
ment or prefers self-employment sacrifices the benefits he 
would receive as a result of the employer’s contribution, for the 
latter is rarely paid over as an addition to the paid-up 
contributions of the resigning employee. 

A considerable part of the Report of the Committee on the 
Taxation Treatment of Provisions for Retirement is devoted to 
the question of this discrimination in favour of employed 
persons. Although we are concerned here with the effects of 
pensions schemes and not their rationale, brief mention should 
be made of the recommendations of the Report, because they 
would modify some of the economic effects of the schemes, 
were they to be embodied in our tax legislation. In general, 
the Report endorses the present principles of exempting 
premiums from tax and of taxing benefits, although it recom- 
mends that up to one-quarter of the total value of benefits due 
on retirement should be payable in tax-free lump sum form, 
subject to a maximum of £10,000. Its suggestions, however, 
include two for major changes, as well as a number for minor 
ones. The first of these is that life office schemes should be 
subject to the same tax treatment as those privately 
administered. The second major change proposed (subject to 
the reservations of two members of the Committee) is that 
where comparable schemes can be set up for self-employed 
persons, either for individuals or for groups of persons (such 
as schemes operated by professional associations), contributions 
should attract full income tax and surtax relief. As in the case 
of the existing types of scheme, annuities would be treated as 
earned income, and lump sum retirement provision, subject to 
a maximum limit, would be free of tax. 

Some observers, including Mr. Cater and Mr. Woodcock 
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of the Committee, think that the price of consistency of treat- 
ment is too high. They consider that self-employed persons 
are, to quote their note of reservation, “‘ necessarily possessed 
of capital assets which of themselves provide in some degree 
retirement resources ’’. Moreover, they argue that some of these 
assets, such as goodwill and real property, may exhibit capital 
appreciation, which is untaxed, and that it is much easier 
for self-employed members of a profession to obtain deductions 
for expenses under Schedule D than for members of the same 
profession who are employed persons. It is doubtful if the 
quoted statement is a fair appreciation of the situation, and 
even if it were it would be true of the past rather than the 
present. It ignores altogether the long-term effects of heavy 
income taxation and of death duties. It is also in essence an 
argument for the taxation of capital gains rather than an 
argument for differentiation in respect of tax treatment for 
retirement provision. 

However, what we are interested in here is the economic 
effects of such recommendations ; for instance, in the effect of 
more consistent treatment on the relative attractiveness of 
being an employed person or self-employed. We must now 
consider these effects in detail. 


IV 
THE ECONOMIC EFFECTS OF PENSION SCHEMES 
1. Effects on Savings and Investment 


The main concern of our economic policy at the moment 
is with the maintenance of a high and rising level of 
productivity, not least because of the problems facing a country 
with an ageing population. We can say without fear of 
contradiction that this object requires, among other things, 
first, the maintenance of an adequate volume of productive 
investment and, secondly, an adaptable and mobile labour 
force responsive to changing opportunities of employment due 
to changes in the pattern of demand, particularly of forei 
demand, and therefore of investment. We can now consider 
each of these factors in turn. 

To take the first point, the maintenance of an adequate 
volume of investment in conditions of high employment will 
depend on the provision of the requisite amount of saving to 
prevent consumption rising above the level where inflation 
begins to appear. In any given year, income receivers in the 
aggregate receive pensions from industrial schemes which are 
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part of their income receipts, and pay out contributions which 
represent part of personal saving'. The Actuaries’ report puts 
the 1952 level of contributions at £116 millions for employers 
and £52 millions for employees, representing an aggregate of 
£168 millions, out of total personal saving of £614 millions or 
about 27 per cent. However, what we are really interested in 
for our purpose is the annual net saving brought about by 
schemes of this sort. 

The net saving is the difference between the current 
income and expenditure of these schemes. At present, according 
to the Actuaries’ report, the ratio of pensioners to active 
members of schemes is about 11 per cent. in the case of privately 
administered schemes and 3 per cent. in the case of life office 
schemes. Accordingly, the expenditure on pensions is much 
lower than the income from contributions. Moreover, on the 
receipts side we must add in the interest income of the schemes, 
which, as we have pointed out, is tax free, and which, in the 
case of the privately administered schemes, represents a 
substantial portion of total receipts—above one-third. The 
total net saving of both forms of schemes amounted to about 
£140 millions in 1952. 

The interesting question raised by this figure is how far 
it is possible to state what net saving would be were there no 
such schemes in operation. We have not sufficient confidence 
in the economic theory of distribution to state what alteration 
such a state of affairs would make to the relative rewards of the 
different factors of production, and all we can do is to consider 
alternative possibilities. If the total contribution income were 
distributed in the form of wages and salaries, then the yield 
of profits taxes would not be affected, as the extra wages would 
be treated as a cost, just as the contributions were; but the 

ield of income tax would rise, both on account of the increase 
in wages and on account of the disappearance of the tax con- 
cession granted on the employees’ contributions. Other things 
being equal, therefore, government revenue would rise and 
with it, in the absence of budgetary changes, government 
saving. It seems unlikely, however, that the difference between 
the increase in government saving and the present level of net 
saving would be made up by private saving on the part of wage 





1 In the national accounts, employers’ contributions are treated as part of factor incomes, 
on the assumption, no doubt, that they represent payments which would otherwise be paid 
as wages and salaries. This follows the same line of reasoning as that which supports the 
view that the employers’ contribution to National Insurance is also a part of factor incomes, 
on the grounds that it is a tax on labour. 
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and salary earners. If, alternatively, we assume that the 
employers’ contribution swelled the total of profits, then both 
income tax and profits tax would rise and, by the same reason- 
ing, so would government saving. The effect on private 
voluntary saving would depend on whether the residual amount 
accrued to dividend receivers or remained as part of 
undistributed profit. But so long as wage and salary earners 
received as wages part of the contributions which they would 
otherwise have paid (and this seems a reasonable assumption, 
given full employment), it seems likely that net saving would 
be reduced below the level attained under present arrangements. 

For the present, therefore, it can be said that these schemes 
raise the level of aggregate saving above what it would otherwise 
have been. The employed persons of today not only build up 
claims against the future national product, but also promote its 
increase by releasing resources currently for investment. We 
cannot assume, however, that the present level of net saving 
through pension funds will be maintained indefinitely. With 
the growth in the proportions of the population over retirement 
age and of the retired population in receipt of pensions, 
pension outgo is likely to increase considerably, while the size 
of the working population is unlikely to alter much. 
Accordingly, receipts are unlikely to increase to anything like 
the same extent as payments. With the present number of 
retirement schemes and a constant level of wages and salaries, 
payments would gradually rise to approximately the same level 
as receipts, so that after a period of time, which to judge by the 
Actuaries’ figures would be about thirty years, net saving 
through pension funds would become zero. In point of fact, 
of course, it is extremely unlikely that money wages and salaries 
will remain unchanged, if only because of a rising national real 
income, so that it is probable that existing schemes will continue 
indefinitely to show some surplus of receipts over payments, 
which the continued setting up of new schemes would increase. 
But it is also very probable that after some years the rate of 
growth of existing pension funds will show a marked decline. 

The effects on the level of saving of a mature system of 
pension funds, as compared with their absence, is not easy to 
determine. If saving has risen during the period of the building- 
up of the funds, it is likely that the level of national income will 
be higher than if the funds had never been created. On the 
other hand, it is probable that consumption by retired persons 
will also be higher, even though the fact that they are in 
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receipt of private pensions may enable them to dispense with 
public assistance and also to consume less of their own capital. 
Even, however, with the level of pension funds no more than 
constant, there is no reason to believe that the increased 
consumption of retired persons would be greater than, or even 
as great as, the increase in the real national income generated by 
the earlier increases in national saving, provided that these 
have been wisely invested. 

What exactly constitutes a wise investment is impossible to 
define with any precision, if only because the definition will 
depend in part on the political views of whoever sets it out ; 
the wide disagreement over the amount of investment in 
housing and electricity as compared with private industry 
bears witness to this. It is therefore difficult to relate the effects 
of pension schemes to the object of ensuring the “ right” 
distribution of investment as between different projects. There 
is, however, a considerable consensus of opinion that there is 
an undesirable tendency for investors to “ play safe,” and that 
too little capital is being devoted to developing new enterprises 
which might become the great industries of | the next generation. 
Professor Titmuss, one of the first to draw attention to the 
importance of pension schemes, subscribes to this view when 
he makes the criticism! that life offices and pension funds will 
favour “‘ safe” investments, and that these schemes “ signify a 
decreasing flow of risk investment and greater power to insur- 
ance institutions over industry in general’’. While, however, 
many people will agree with Professor Titmuss about the form 
of investment which he considers desirable, his views on the 
effects of the growth of pension schemes seem more disputable. 
It may very well be that the trustees of a pension fund are not 
so enterprising as a large private investor, especially when he is 
investing his current savings rather than his existing capital. 

But the choice is not between the investment of new 
savings by pension funds and by large private investors. It is 
partly between investment by pension funds and investment 
by small savers (that is to say, mainly by institutional investors), 
by businesses and the government, and partly between invest- 
ment by pension funds and no investment at all. Further, 
there is some reason to hope that, as the now discredited 

ractice of investing trust funds exclusively in trustee securities 

ades from memory, trustees of pension funds, who in general 

have fairly wide powers, may be led by the fact that they pay 
1“ The Age of Pension ” (The Times, December, 1953). 
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no tax on their investment income to step, at least in part, into 
the empty shoes of the large private investor. There are two 
main types of risky investments: those which yield little or 
nothing at present but may conceivably yield something 
substantial at some future date, and those which give a high 
current yield but may cease to do so. The former, which give 
little or no current income but the chance of substantial capital 
appreciation, must be left to the surtax payer ; but the second, 
with their high current yields and risk of capital depreciation 
are (provided that they are well spread) the ideal investment 
for charities, since these alone can amortise the risk out of 
gross income while taxpayers can do so only out of net. If 
therefore market prices of this type of securities are such that 
they are regarded as reasonable by taxpaying investors, the net 
yield (after setting aside the risk premium) for a charity will be 
extremely high. For instance, a security giving a gross yield 
of 10 per cent. with a 4 per cent. risk of total loss gives a net 
yield of 14 per cent. to an income-tax payer (and a negative 
yield to a surtax payer), while it gives a net 6 per cent. yield 
to a charity. It is such types of investments that private 
pension funds (and, if the Committee’s recommendation is 
adopted, the funds of life office pension schemes) are far better 
able to hold than any taxpaying investor. 

About the present assets structures of private pension 
funds there is very little information. Some cases are known 
where pension funds have been invested in the enterprises 
which have initiated the schemes, and even where they have 
become majority shareholders ; but in general it seems likely 
that investment inside the business is relatively rare. On the 
whole it seems probable that trustees of private pension funds 
are still exploring only very cautiously the potentialities of 
tax-free investment, and that the general pattern of their 
investments is still fairly similar to that of life offices, in spite 
of the great difference which at present exists between their 
taxation treatment. 


2. Effects on the Distribution, Size and Mobility of the Working 
Population 


The aspect of pension schemes which is perhaps most 
open to attack is their effect on the distribution, size and 
mobility of the labour force'. This criticism takes three main 


1 See, for instance, the National Advisory Committee on the Employment of Older 
Men and Women, First Report, Oct. 1953 (Cmd. 8963/53). 
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forms. The first is that the existence of pension schemes in 
some occupations and not in others exercises an undesirable 


influence on the original choice of occupation. It is true, of | 


course, that the existence of a pension scheme may exercise a 
very considerable attraction and divert some prospective 
workers away from occupations where no pensions are available. 
For instance, so long as professional men, such as architects, 
lawyers and accountants, can qualify for pensions only by 
becoming employees, especially of public authorities, the 
attraction of these forms of employment, as compared with 
being self-employed, is very great. This is an argument 
commonly advanced by the a om sional associations involved ; 
but while it is entitled to the utmost respect, it seems to us 
that it is possible to exaggerate it. In the long run, even in the 
professions, the laws of supply and demand work. Given 
relatively stable conditions of demand, an increase in the supply 
of those who enter employed positions must eventually affect 
the price of their services. The risks of self-employment may 
be offset by a lower reward in safe jobs. This, however, is 
merely a caveat to the technical argument and not a justification 
of the status quo. In any case, this criticism will disappear if 
and when the recommendations of the Committee are p+ send 
on the taxation of superannuation provisions by the self- 
employed. 

The criticism that pension schemes promote early retire- 


ment, and so deprive an ageing population of part of the | 
resources it might have used and part of the real national | 


income it might have enjoyed, also seems to have substance, 
though it too should not be exaggerated. One of the reasons 


| 


| 


for instituting schemes of this sort is that older persons can | 


thereby be retired gracefully without fear of hardship and 
without damage to the conscience of the employer ; and in this 
policy the employer usually has the enthusiastic support of 
younger employees, trade unions, and all who benefit from 
a scarcity of labour. Yet the system of retiring salaried workers 
on pension at an age when they are still capable of rendering 
us service, though no doubt on balance it has an adverse 
effect on the national income, is not wholly wasteful. There 
must be many cases where an older man, though still capable of 
rendering useful service in some capacity, is no longer the best 
man for his present position, and where his replacement by a 
younger man opens the way for new and fruitful ideas and 
policies, the introduction of which might otherwise have been 
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delayed. Nor are the services of a retired man, especially of a 
retired professional man, necessarily lost to the community 
altogether. Unlike national insurance retirement pensions, the 
receipt of a pension under a scheme does not normally prevent 
a retired man from seeking other work to supplement an 
income which, even under a generous pension scheme, has 
probably shown a substantial fall. In addition, there is a great 
deal of socially valuable unpaid work which in earlier decades 
was performed mainly by those with private means but for 
which in future the country will have to look largely to the 
older men, especially the older professional men, who have 
retired on pension. 

Most serious of all is the criticism that the existence of 
pension schemes, as at present organized, has an important 
adverse effect on the mobility of labour. In non-contributory 
schemes the employee normally sacrifices the whole of his 
pension rights if he moves from one occupation to another, 
while even under contributory schemes, except within govern- 
ment or university employment, the most he can normally 
expect is to receive back his own past contributions with 
accrued interest, less deduction of income tax at a quarter of 
the standard rate. In seeking to move to other employment, a 
man, especially an older man, is therefore under one of two 
disadvantages. If his prospective new employer has no pension 
scheme, or a pension scheme based on past contributions or 
on number of years’ service, the man who moves will sacrifice 
the benefit of the whole of his former employer’s contributions. 
If, on the other hand, his prospective employer gives pensions 
at a fixed rate, or at a rate based entirely on retiring salary 
without reference to number of years’ service, he will be 
unwilling to engage an older man, to provide a pension for 
whom will entail abnormally high appropriations during his 
relatively short period of service. In the first case, the employee 
will be deterred from moving unless the other conditions of his 
new employment show a great improvement on the old; in 
the second, the new employer will be reluctant to engage ‘him 
unless his qualifications are outstanding. 

Thus his existing employer, by, in effect, deferring part of 
his salary and making its payment contingent on continuity 
of service, can impose a tie on an employee similar to that 
imposed on the shipper by shipping conferences under the 
deferred rebate system. While the disadvantages of this 
limitation on competition for labour are clear, it is unlikely 
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that they will be remedied voluntarily, for the reduction in the | 


rate of labour turnover is usually one of the main objects of 
introducing a pension scheme. Th 

of making tax privileges granted to pension funds conditional 
on their amendment in such a way as to eliminate their effect of 
tying workers to their existing occupations. Thus it would be 
possible to restrict the registration of pension funds as charities, 
or even the allowance of employers’ contributions as expenses, 
to those schemes where the employee retained a full title to 
his share of the fund (including all employer’s contributions) 
even after leaving his employment. The share either could be 
transferred to him in cash, as a surrender value, in which case 
he would be liable to tax on it unless he used it wholly as a 
subscription to another scheme, or could be used to purchase 
for him a deferred annuity to commence at retiring age. While 


such an alteration in the terms on which tax privileges are | 


granted to pension schemes would hardly be popular with 
employers, it may be doubted whether, in view of their appeal 
to employees, it would lead to the discontinuance of many 


existing schemes, or even prevent the setting up of new ones; | 


and it would go far to remove the principal economic objection 
to the schemes as they now exist. 
F, W. PalsuH. 


A. T. PEAcocK. 
The London School of Economics. 
September, 1954. 
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American Farm Surpluses 
By Karl Brandt 


Associate Director of the Food Research Institute, Stanford University 


VER-ABUNDANCE of farm _ products plagued 

governments throughout the world in the late 1920’s 

and through the 1930's, but for some fifteen years 
farmers have been enjoying, a golden age. The war and post-war 
emergency gave them, nearly ev here, the ideal combination 
of almost insatiable demand and highly remunerative prices. 
Instead of throttling production to avoid glutting the markets, 
the farmer became charged with the moral obligation and 
patriotic duty to produce as much as was physically possible. 
Since profitability was no longer a problem even for the 
marginal producers, the chief managerial concern was how to 
maintain or enlarge the existing capacity and to utilize as much 
of advanced technology as could be made available. The only 
risks were those of weather, pests, and shortage of farm needs. 
In the atmosphere of scarcity the whole machinery set up to 
cope with excess supplies was dismantled, and more and more 
the farmer lost his fear that his predicament of the 1930’s would 
return. 

ENORMOUS ACCUMULATIONS 

The situation today in the United States market for farm 
products has changed. Since 1952, enormous surpluses have 
accumulated in public granaries. The size of these stocks is 
appalling. The wheat stocks alone are almost as large as the 
total world trade in wheat in 1953. The 900 million bushel 
carry-over alone would suffice to satisfy the demand for wheat 
as food of the whole American population for twenty months, 
and the new crop will probably add another 300 million bushels 
by the middle of next year. 

In addition to the wheat, the Commodity Credit 
Corporation (C.C.C.—the price-supporting agency of the 
Federal Government) held on June 1st last 900 million bushels 
of feed grain, 1,400 million pounds of butter, cheese and dried 
milk, 7,300,000 bales of cotton, 610 million pounds of tobacco, 
large quantities of oilseeds and vegetable oils and a wide 
variety of miscellaneous products. Within the past year the: 
Corporation’s borrowing limit has been increased on three: 
successive occasions from $4,000 millions to no less than 
$10,000 millions. 
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Some of the government-owned surplus commodities, such 
as butter and cheese, are perishable ai ana be maintained 
in quality like some of the great staples, while their storage 
under refrigeration is more costly. In the autumn of 1953, 
when the CCC inventories were still far from their peak, all 
commodities combined caused storage costs of some $500,000 
per day. At present it is estimated that these storage costs 
exceed $200 millions per year. 

The fact that under existing legislation the Government is 
bound to support the prices of many farm products by loans 
or purchases, and pays costs of storage, shrinkage, and spoilage 
out of the federal treasury, has sole the tendency of all 
SS parties to hold stocks at their own expense. The 





gislators had not planned or foreseen this. It is merely one | 


of the most visible accidental by-products of the price-support 
policy which, like many others, distorts normal processes 
within the market economy. Farmers, co-operative associations, 
the trade and the processing industries would be acting contrary 
to their business interests if they failed to adjust to the vast 
carrying of commodity stocks at public expense. All of them 
reduce their inventories to a minimum and rely on those of 
the CCC. While this is a convenient windfall, it is also a 
typical “‘ privatization” of gains and “ socialization ” of 
losses. Not only is it incompatible with the market economy: 
it does much to corrode its very core. 

The rising surpluses are not concealed from the public eye. 
Anyone who crosses the country by train, car or aeroplane 
notices more and more silvery cylindrical steel silos dotting the 


landscape, particularly in the maize and wheat belts and on the | 


Pacific Coast. The carry-over stocks are so large that, after all 
existing storage space had been filled to the brim, the overflow 
created a real emergency. The CCC last autumn began to fill 
the reserve fleet of liberty ships and thereafter unused aeroplane 





hangars, abandoned movie theatres, hen houses or any other | 


even barely usable structure. In Texas, huge tents are being 
tried out. Twice—in the autumn of 1953 and in the spring of 
1954—the CCC built 100 million bushels of additional grain- 
storage space ; at present it is adding more. 


All this is done in order to _ prices of farm products at | 


least at the anteed support level. While these are conceived 
as “‘ price floors ” , the excess supply has pressed them down, 
making them fixed prices. In fact, the vast commodity loans 
and purchases by the Government have been unable to prevent 
the sagging of prices in the market below the guaranteed go per 
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cent. of parity. In the spring of 1954 the prices of wheat, maize, 
and groundnuts fell to 78-84 per cent., and the price of flue- 
cured tobacco to 58 per cent., of parity. This ominous signal 
that the price-support machinery was badly slipping while the 
commodities in excess supply continued to pour into the 
granaries induced the Secretary of Agriculture, Ezra Taft 
Benson, to fight vigorously before the Congress for a change in 
policy, and it induced President Eisenhower to give him the 
strongest endorsement. 

The causes of the present situation are complex, but 
evident to all who care to look into the facts. That American 
agriculture produces more than the market will readily absorb 
at manipulated prices is not without precedent. During the 
depression of the late 1920’s and early 1930’s, the Hoover 
Administration’s Federal Farm Board tried in vain to 
“ stabilize ”’ depressed farm prices by storing and curtailing 
marketing and production. When it had lost $500 millions, 
the experiment was abandoned, only to be renewed under the 
New Deal as the “ parity price” policy. This policy—after 
twenty years—is in principle still the accepted course endorsed 
by the Congress. 

Under the first and second Administrations of Franklin 
Roosevelt the surplus problem threatened to become unmanage- 
able despite the unpopular ploughing-under of cotton and 
killing of little pigs. Recurrent drought (in 1934 and again in 
1936) and later war relieved the situation, but by 1950 surpluses 
began accumulating again and prices fell. War brought relief 
again in 1951. Thus, the parity price policy so far has never 
had to stand the final test of holding prices against rising 
surpluses. 

In the broadest terms, the parity price policy is designed 
to bring farm prices into the same relationship with the prices 
of goods and services (such as farm labour) which farmers buy 
as that which existed during some historical base period. In 
specific detail the parity formula is a highly technical one, 
covering four closely typed pages. In order that the principle 
might be saved, the formula has been continually revised so 
as to adjust it more closely to the profound changes that have 
taken place in production as well as on the supply and demand 
sides of the market. It was impossible, for example, to maintain 
forever the original base period (1909-14)—a period when 
there were no tractors, combines, hybrid maize, chemical weed- 
killers, or artificial insemination (to instance only a few elements 
of costs of production) worth mentioning. 








WAR-TIME EXPANSION 


Up to the second world war the chief methods used for | 


keeping prices of farm products from falling were production 
poy marketing quotas, in combination with soil-conservation 
payments and public-granary purchases. Yet the Agricultural 
y © meme Act of 1938 authorized price supports for wheat, 
maize, and cotton at 52-75 per cent. of “ parity.” At that time it 
was seriously debated whether, within the next decade, it 
would be possible to raise agricultural gross income substantially 
above $10,000 millions. 

The war and America’s leading réle in it changed all this 
completely, and the present lus situation is merely the 
8 of this vigorous period of economic (and particularly 
agricultural) expansion and prosperity. Up to 1940, agricultural 
problems had centred around keeping production in check; 
thereafter the chief concern was how to boost production to 
record levels. Increased domestic requirements and obligations 
to allies under the Lend-Lease Act of March, 1941, led the 
Congress to abandon the prevailing flexible and moderate price 
supports in favour of rigid, high supports. For the six “ basic ” 
commodities (i.e., maize, wheat, rice, groundnuts, cotton, and 
tobacco) mandatory price support at a rigid go per cent. of 
parity was effective Ee seven crop years, from 1942 to 1948. 
In July, 1941, the Steagall Amendment added mandatory 
support for any other commodities the production of which the 
Secretary of Agriculture had requested farmers to increase. 

The strategy for all-out production was plain and effective. 
The farmers were freed for at least seven years, but actually 
for eight, of any risk of price declines from highly profitable 
levels. For some commodities, such as oilseeds (soya beans, 
groundnuts and flax) they received incentive payments. Their 
primary needs, such as machinery, spare parts, fuel, fertilizer 
and pesticides, were allocated under high priority. The desired 
changes in production between commodities were achieved 
by the announcement of goals for each, and by adjusting the 
relations between their prices. Price differentials were chiefly 
responsible for the prompt response to the goals set. 

The result has been extraordinary indeed. While the 
farm-labour force shrank from 9°6 millions in 1939 to 7°5 
millions in 1950, the output of farm products increased by more 
than a third, comparing the pre-war (1935-39) average with the 
1947-49 average. Between 1940 and 1946 real product 
man hour in agriculture increased by 56 per cent., instead of 
the 9} per cent. expected as normal. This outburst of 
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production when it was so badly needed did a great deal to win 
the war. Together with the expanded production of Canada it 


provided the abundance of food and feed that made it possible 


to supply the fighting armed forces of the United States and 
Great Britain and their allies, including the Red Army, with 
basic or supplementary requirements. It provided enough 
food for the rapidly expanding American war economy and a 
good deal for civilians in allied countries. But it helped even 
more to avoid a potentially horrid famine catastrophe after 
the war in many devastated areas, including particularly the 
conquered enemy countries. The large exports of grain made 
it possible for Denmark, the Low Countries and particularl 
France to rebuild their livestock with amazing speed, and for 
Continental countries to replenish their pantry shelves. 

Hence, when all the pertinent items are given due 
consideration, it appears that as a war and post-war emergency 
course the policy of fixed high-level price supports justified itself 
by the attainment of the desired goal. This leaves open, 
however, the question why this typical emergency policy was 
not changed in 1949, when the world food economy began 
to settle toward some new equilibrium between supply and 
demand. While international agencies bent on improving the 
diet of the world’s population continued to emphasize asserted 
shortages, the commodity trade knew that the sellers’ market 
was beginning to change to a buyers’ market. What actually 
did happen belongs in the annals of the operation of 
parliamentary procedures in a modern democracy. While we 
deal here with the specific case of what happened in the United 
States, its pattern seems to be of a far broader nature. 


METHODS OF GOVERNMENT INTERVENTION 

Already in 1948 the Congress had prepared a new policy 
of adjusting State aid to agriculture to the expected decline in 
foreign demand. It passed a law restoring the pre-war principle 
of flexible support prices, ranging from 75 to go per cent. of 
parity, but with the new device of an automatic sliding scale 
responding inversely to the size of the supply: the bigger 
the supply, the lower the support price. This method of 
adjusting support prices to the supply situation would follow 
the analogy pt movements in a free market. However, the 
previous rigid support of 90 per cent. was extended to December 
31st, 1949. In 1949 the Congress passed a further Act which 
again embodied the flexible 75-90 per cent. of parity provisions 
but also prepared for the “ modernization” of the parity 
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formula. The recipe for the latter adjustment consisted of, 
applying a sliding average for the previous ten years as the| 
base period, instead of a specific period like 1910-14 or some 
other out-dated base. If this Act had become effective in 1950 
it would have gone a long way toward achieving flexibility of 
prices and mitigating over-production. In fact, the Congress 





further delayed the beginning of the new policy and prolonged | P 


the 90 per cent. parity supports. The outbreak of the war in| 
Korea in June, 1950, led to further continuation of 90 per cent,| 
fixed price support until the end of 1954, and delayed the 
change to a modernized parity until the end of 1955. 

Meanwhile, in the spring of 1951 the prices of major) 
commodities began to slide and in 1952 surpluses began to| 
accumulate. It was the surplus situation which really forced! 
the eventual change in policy. The Eisenhower Administration| 
inherited this situation from the Truman Administration. The| 
too-long delay in changing from rigid price guarantees to flexible, 
prices now called for additional means of adjustment. By 1952 
the farmers had, in twelve prosperous years, lost their depres- 
sion phobia and the majority of them loathed the idea of a 

ssible return to administered scarcity. The American Farm 
Sonam Federation had adopted a philosophy of free enterprise, | 
competition and freer trade. The three million farms (more 
than one-half the number the Census enumerated as “ farms ”) 
which supply about 95 per cent. of the marketed products had 
gained a great deal in productive capacity. The value of farm 
machinery and motor vehicles on American farms had increased | 
from $3,100 millions in 1940 to $15,500 millions in 1951. The) 
physical machine inventory increased by 138 per cent. and| 
was completely renewed. By 1951, output was 46 per cent. | 
above the pre-war average, although only 4 per cent. more acres 
were planted to crops. The farmers found intensification the | 
better alternative to increase their net incomes. Gross farm 
income had risen from $11,000 millions in pre-war years to| 
$38,000 millions in 1951, while net income from farming had 
increased during the same period from $5,000 to $18,000 | 
millions. These results of the long years of maximum 
opportunity coupled with top prices must be kept in mind when 
weighing the problem of the new embarrassing surpluses and 
the remedies i or it. 

U.S. agriculture today has not only an exorbitant reserve 
capacity to produce but can make adjustments in production 
from one crop to another faster than perhaps any other body 
of farmers. The only sort of adjustment that is extremely hard | 
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to achieve is the reduction of total output. This is difficult 
anywhere in farming because of the low turnover per unit of 
invested capital, the large part of investment on longest term 
and the resulting high proportion of fixed costs. These basic 
realities have always been under-rated by the partisans of state 
planning, who cherish the idea that with the installation of 


| government controls one can turn the spigot of agricultural 


production off and on at will. Turning on the tap is no 
problem ; turning it off is at best a tortuous experiment. 
This is why, with prices kept politically out of line with the 
realities of supply and demand, the methods of reducing the 
flow of supply consist not only of production quotas but, in 
addition, of marketing quotas. Under the New Deal, acreage 
allotments were found to be ineffective for many crops. The 
farmer defeated them by selecting better land for the quota 
crops, and by-passed their purpose by more fertilization, 
cultivation and irrigation : i.e., by intensification. In addition, 
nothing is more difficult to enforce than acreage controls on 
millions of often odd-shaped parcels of land of dubious size 
and quality of soil. About four to five times as many plant 
nutrients are used today in commercial fertilizer as in pre-war 
years. Irrigation is spreading even to the humid regions. 
Acreage allotments now are thus an even more doubtful tool 
than before. To make them effective would require rationing 
at least nitrogen fertilizer but perhaps many other means of 


| production as well. 
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At the same time that the struggle of the Secretary of 
Agriculture against unwanted over-abundance of some com- 
modities like wheat, maize and cotton is being waged with 
production and marketing quotas, an effort is being made 
gently to lower support levels. For the new wheat year 1954-55, 
acreage is to be reduced from 62 to 55 million acres. That is 
nearly 30 per cent. less than in 1953, when 78 million acres 
were grown. In the wheat-growers’ referendum on acreage 
control (required under the law), 73 per cent. of the votes cast 
were affirmative, compared with the 66-6 per cent. needed to 
make the referendum effective. Yet only slightly more than 
one-fourth of the voters eligible cast their ballots. If the wheat 
farmers had voted the other way, in favour of rejecting the 
acreage quotas, price supports would have dropped from 85 
down to 50 per cent. of parity. Farmers who violate their 
combined marketing quotas and acreage allotments are subject 
to a penalty of 45 per cent. of parity on over-quota wheat. 

The worst feature of all publicly-administered downward 
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adjustments of production is the weird pattern by which they 
hit areas and individual farmers owing to the.application of the 
historical base period. Uniformity of treatment is the common 
weakness of all governmental regulations of business. Controls 
and quotas cannot be tailored to individual cases, and involve 
hardship and injustices. The 30 per cent. national-average cut 
in wheat acreage from 1953 to 1955 actually means a 40 to 45 
per cent. cut for many wheat growers in the North-west, who 
have half of their land in wheat. It is expected that in such 
regions non-compliance will be widespread enough to become 
a serious issue. Cotton production in California has increased 
so greatly in recent years that if the 20 per cent. national cut 
in acreage had been fully applied according to the historical 
base California’s cotton growers would have been hit by a cut 
of 700,000 acres. By political compromise this was mitigated 
to one-half. But goals of adjustments may be undershot as well 
as overshot. In 1954, all cotton farmers cultivated only 20 
million acres, or 7 per cent. less than the acreage allotment. 


simply demonstrates the inaccuracy of acreage allotments as a | 


planning tool. 

President Eisenhower has thrown the full weight of his 
authority behind the effort to get the change to flexible supports 
and modernized parity passed in the Congress, and has won 
the battle. The new Agricultural Act of 1954, passed with 
bipartisan support in August, provides for variable price 
supports for wheat, cotton, maize, rice and groundnuts at 75 
to go per cent. of parity, and for the modernized parity formula. 


support level would in 1955 be at a minimum 82} per cent. 
and could not be lowered to 75 per cent. until 1956—this 
despite the menacing surplus situation. 


The real weakness of all government price supports is 


demonstrated by the present state of affairs. Price supports are 
only a means toward the end of improving farm income. But 
gross income represents the volume of marketed product 
multiplied by its price. If the guaranteed price is higher than 
the equilibrium, then in a short while the Siamese twin of all 
price-pegging—private or public—appears: production and 
marketing quotas. If the restrictions are applied to a few 
commodities, the resources freed are used to increase the 
production of other commodities. Thereby the surplus 
situation may merely shift from one product to the other. It | 
is already evident that the restriction on wheat and cotton is | 
leading to surpluses of alfalfa and barley and other feed grains. | 


| 
Yet this victory was achieved only after it was agreed that the | 
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The Act of 1954 offers subsidies for the diversion of some 
acreage from cash crops to green manure or permanent grass or 
fallow. This system of conservation payments is known as the 
“Soil Fertility Bank.” Despite such payments, with prices 
supported many farmers will receive a smaller income than 
they would otherwise, because they are being forced to produce 
| sell substantially less than they would do under free 
market conditions. 


DISPOSAL OF SURPLUSES 

This is but one aspect of the many changes within the 
agricultural economy which appear in the wake of government 
price supports. The most apparent and bothersome residue of 
too-long adherence to war-emergency price-fixing is the huge, 
unwieldy supply of commodities which clogs all storage 
capacity and leaves insufficient freedom of action for the new 
crops. The problem of disposing of them is pressing. In order 
to diminish the impact of the stocks on the domestic market, 
$2,500 millions worth of them have been set aside as a reserve. 
In reality, this is chiefly a book entry. Commodities held for 
future disposal are, in the eyes of all interested parties, still a 
_ of the visible supply. Since the purpose of the lending and 
ying of the CCC is to keep the prices at or near their artificial 
level, the release of any large quantity in the domestic market 
is taboo. The only exception concerns some perishable 
commodities from which donations may be made for school 


_ lunches or for similar purposes supposedly not affecting the 


regular market. The Agricultural Act of 1954 allocates, for 


_ example, $50 millions in CCC funds annually for two years to 


expand the use of milk in schools. 
Most of the attempts to remove the excess from the over- 


' flowing granaries envisage sale in export markets. This involves 


either donation as charity or sale at prices below the domestic 
level. The President is authorized to use up to $300 millions 
worth of surplus commodities as famine or other urgent relief 
to friendly peoples. Except for the contingency of natural 
disaster, the time for charity on a large scale has passed. 
Most nations prefer trade. Moreover, in relation to stocks worth 
$8,000—10,000 millions, even $300 millions in donations shrink 
almost to insignificance. Hence the main burden rests on 
saies. 

Exports at lower price (i.e., with public subsidy) are 
contrary to the long-standing principles of United States tariff 
policy, which protects American producers from the effects of 
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dumping in U.S. markets by foreign sellers. Yet, owing to the | 
need for action, and in view of clauses in the International 
Wheat Agreement which sanction a certain degree of | 
export subsidy, American farm products are at present being | 
exported with subsidies. So far as possible, efforts are made 
to avoid in these instances depressing prices or exposing the 
foreign markets to other serious repercussions. 

One special method of exporting farm commodities is an 
adaptation to the inconvertibility of currencies and the difficulty 
which the countries concerned have in earning dollar exchange, 
In 1953 it was provided that not less than $100 millions, and not 
more than $250 millions, of funds be used for the purchase of 
surplus farm commodities and authorized the President to 
enter into agreements for the sale of such commodities for 
local currencies. The law required the President to guard 
against the substitution or displacement of usual marketings 
of the United States or friendly countries, to assure to the 
maximum extent possible that sales were consistent with world 
market prices, to use private trade channels, to give emphasis | 
to under-developed and new markets and to obtain assurances 
that such commodities would be used only for consumption 
in the country to which they were sold. 

By the late spring of 1954, the $250 millions set as the 
limit by the Act had already been used for such exports. A 
further law passed in 1954 extends the policy of sales of CCC | 
surplus stocks for foreign currency, setting a limit of $700 

illions; though additional authorities extend it to almost | 
$1,500 millions. It grants the President wide powers to use | 
the foreign currencies which accrue for such purposes as: | 
developing new foreign markets for American farm products, 
purchasing strategic and critical materials for stockpiling; 
procuring mili equipment, materials, facilities, or services 
for common defence, financing the purchase of goods or 
services for other friendly nations, promoting economic 
development and international trade, paying United States 
obligations abroad and for financing international educational 
exchange activities. 

The authorized limit for exports under this Act will 
undoubtedly be reached in a relatively short time. The main 
objection to be raised concerns the underlying assumption that | 
this detour amounts to what is considered in business as bona 
fide sales and that this method is compatible with a competitive | 
multilateral trade by private enterprise. A good deal of this | 
sort of trade will actually amount to aid or dollar loans. The | 
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extremely involved detours via many governmental agencies 
in the United States and the recipient countries, on the other 
hand, is not exactly a model of private trade. The same may 
be said of the provision which authorizes the Secretary of 
fa Se to enter into barter arrangements for many materials 
as a means of disposing of CCC-held commodity stocks. 

The opportunity for exporting the surplus stocks varies 

greatly, of course, from commodity to commodity. Probably 
the least difficulty will be encountered in disposing of the 
cotton supply. Record foreign consumption and limited 
supplies from other exporting countries have boosted American 
exports during the spring and summer of 1954 to a strong 
flow. Since stocks in the free world outside the United States 
are expected to go down toward the end of the 1954 season to 
the lowest level since 1949, the American stocks should be in 
strong demand. Prospects for tobacco sales at home and abroad 
also seem promising. Among the fats and oils, soya beans, 
with their high feed-protein content, may also find a fairly 
strong foreign demand. 

But the hard core of the surplus problem consists of the 
exorbitant grain stocks. Here no merchandising techniques 
promise real relief. The real solution must be found in con- 
version to animal products in the United States and abroad. 
If the entire grain surplus were converted into poultry meat, 
eggs and red meat the supply of these animal products would be 
increased by 5 per cent. If, furthermore, twenty-five million 
acres were diverted from grain entirely to cattle feed this 
would add 4 per cent. to the supply of red meat. As soon as 
the bulging granaries can be tapped to increase the supply of 
red and white meat and eggs and dairy products in the industrial 
importing countries, the flood will subside. This requires, 
however, that the livestock feeders have a sufficient profit 
margin, even when the prices of their products settle to lower 
levels. Lower prices of these products will lead to the absorption 
of larger supplies into consumption, provided industrial 
expansion in the free world continues. For American dairy 
products such as dried milk, which happens to offer the best 
value for money in high- grade animal protein, there seem to 
exist export prospects in many places in the world. Their 
utilization calls for capable merchandising in retail packages. 
The same holds true for certain fruits. 

The greatest income assurance for the American farmer 
lies in the enormous and growing capacity of the domestic 
market. By 1960 there will probably be 180 million American 
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consumers. In 1953 the cash receipts from marketings were | com 

$31,000 millions and farm exports only $2,800 millions, prod 
Considering that export prices are higher than prices at the! in pr 
farm, exports thus contuibened probably about 7 per cent. to! of wi 
the farmers’ gross income. The parity price policy has not/ cacao 
been responsible for the high income since 1940. In fact, up! Cana 
to 1951 the majority of the prices remained above parity | 7 
because the domestic and foreign demand kept them there, of al 
During and shortly after the war quite a number of commodities | stabil: 
even pressed wee against the official price “ ceilings ”’. two y 

With the addition of more than two million people a year | part © 
and the prospect that by 1975 there will be 200 million or more | often 
Americans, the domestic market is expanding. If the increase! and 1 
in productivity of labour in industries also continues, the rising comm 
purchasing power of consumers will lead to a further change in aid at 
the diet toward more animal products, fruits and vegetables, direct 
and fewer starchy staples. While this removes the spectre of | real f 
agricultural depression and reduces the magnitude of the! adjust 
present surplus situation, it does not diminish the interest of | enter 
American farmers in a share in the export market. avoide 

The proportion of total agricultural income derived from and o 
exports conceals how much exports mean to producers of | V 
specific products. In 1952 the value of — represented | suppo 
43 per cent. of the cash receipts for dried milk, 37 per cent. for | emerg 
wheat, maize, barley, rice, grain sorghums, rye, dry beans, and | shoul 
eas ; a er cent. for cotton and 20 to 28 per cent. for tobacco, ; so the 
ops, , tallow, plums, and prunes. In many of these! contre 
agricultural industries the American farmer has a strong( that d 
competitive position. While prices will probably decline betwe 
somewhat in the world market as competition becomes stronger, ; evider 
the volume of exports will prove much more resistant to 
shrinkage. The fact is often overlooked that in the fifty years | Stanf< 
between 1900 and 1951—except for the 1930’s, when it was S 
the policy to withdraw from the world market—the volume of 
American farm exports oscillated up to 25 per cent. above and 
below the 1924-29 average. With their present equipment and | 
their assured attitude as producers, American farmers and 
their organizations will scarcely consider deliberate withdrawal 
from the world market as an alternative, and will make a 
vigorous effort to compete. 

For the world’s farming community it is important, in 
considering the American export position, to realize that the 
United States is a net importer of agricultural products. In | 
1950 the value of agricultural imports was $5,100 milion, | 
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were| composed of $2,300 millions in commodities similar to those 
lions, uced commercially in the United States and $2,800 millions 
t the| in products which the U.S.A. does not produce, 95 per cent. 
it. to| of which consisted of rubber, raw silk, carpet wool, coffee, 
S not| cacao beans, tea, spices, and bananas. In the former category, 
t, up| Canadian farm products hold a prominent place. 
arity The average annual net costs to the United States Treasury 
here, of all agricultural programmes primarily pursued for the 
dities| stabilization of prices and farm income during the last twenty- 
two years is officially estimated at $340 millions. But the main 
Yeat | part of this period was one of rising prices, so that stocks could 
more | often be sold by the Government at a profit. During the war 
rease and the post-war period, the CCC was also able to sell 
‘ising commodities to the armed services, relief agencies or as foreign 
ge in| aid at prices that diminished its losses. Hence the calculable 
bles, direct and indirect costs may have been much higher. The 
re of{ real profit and loss account cannot be set up. Delays in 
' the | adjustments, mis-allocation of resources and damage to private 
st of | enterprise would have to be weighed against the hardships 
avoided, the benefits in damping down business fluctuations 
from and other items. 
rs of | What is certain is that at present the costs of farm-income 
ented | supports to the taxpayer are appallingly large. As in the past 
t. for| emergency, the great productivity of American agriculture 
, and| should prove to be a great asset to the free world—the more 
acco, ; so the ee it has to be subjected to restrictive government 
these | controls. Lower parity prices and flexible supports point in 
rong | that direction. The Government’s experts anticipate a balance 
cline | between supply and demand by 1960. This view has much 
nget, , evidence in its support provided politics do not interfere. 
at to KARL BRANDT. 
yeats | Stanford, California. 
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Statistics: Explanatory Notes 


Germany and U.K.—Since 1950 German exports have doubled and her | 
production has risen by about 50 per cent., as shown by the lower diagram. Never- 
theless, Germany's share of both world production and world exports were in 1953 | 
still lower than before the war and well below those of the U.K. 


| 
Exports of Manufactures.—While the U.K. share of total manufacturing | 
exports (from the main exporting countries) remains about the same as pre-war, that 
of the U.S.A. has increased considerably. Among individual categories of exports, 
there has been a striking increase, in particular, in the U.K. share of the world market | 
in passenger cars—43 per cent. in the first half of 1953, against only 13 per cent | 
in 1938. 
Manpower.—As will be seen from the charts on page 46, the number of unfilled 
vacancies in Great Britain, well above the figure a year ago, is now nearly 75 per cent. 
greater than the total of unemployed workers. Unemployment has continued to fall, 
representing in July only 1 per cent. of insured employees. 


Coal.—Although production is up on last year, the increase has been more than | 
outstripped by the rise in home consumption. While exports have been running ati | 
somewhat higher rate, coal imports have been considerably greater—over a million 
tons in the first eight and a half months, against only 208,000 tons in the same period | 
last year. With stocks down, the outlook for the winter, as Sir Hubert Houldsworth 
has stressed, “‘ is the most serious we have experienced since 1947”. 


Sterling.—The strength of sterling for the last eighteen months is brought 
out by the first chart on page 48. Under the influence of a heavy influx of funds from 
abroad, the rate last May rose to the upper limit set by the official buying rate, 
though more recently sterling has shown some slight seasonal weakness. From: 
comparison with the second chart, it will be seen that there has been a fairly clos | 
parallel over the past two years between the movements of the sterling-dollar rate 
and the net balance on gold and dollar account with countries other than Westem 
Europe, in practice very largely the dollar area. The last chart shows that sterling 
transfers between countries outside the sterling area last year were over double the | 
1952 figure, a measure of the increased international use of sterling. 








Gold and Dollar Reserves.—Since 1948 the United States has lost some gold ' 
but even more important has been the growth of dollar balances belonging to the | 
outside world. Allowing for this liability, America’s “ net” gold reserves now 
represent only 28 per cent. of world gold and dollar reserves, compared with nearly 
50 per cent. of the world total five years earlier. 


Price Trends.—The official interim index of retail prices, which had been 
almost completely stable since the spring of 1953, has recently shown a rising 
tendency, reflecting some increase in food prices. Import prices have also lately 
been somewhat firmer, but with a rise in export prices in August, the so-called) 
“terms of trade’ have shown relatively little movement. 


Food Consumption.—By 1953, it is estimated, total consumption of food pet 
head in this country had risen to nearly 40 per cent. above the level at the beginning | 
of the century, after the sharp decline during the war years (first chart, page 51). 
Among individual groups of foods, there has been a marked increase in the average 
consumption of dairy products and vegetables, some fall in meat consumption, an/ 
an appreciable decline in the amount of fish consumed. | 
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Wheat.—World prices of wheat have fallen appreciably over the past two years, 
against a background of good harvests and, in the U.S. and Canada, of huge stock 
“carry-overs.” All transactions throughout the 1953/54 crop year under the 
International Wheat Agreement—to which the U.K. is not now a party—have been 
at prices between the basic minimum and maximum. Actual sales under the Agree- 
ment, however, represented only about 60 per cent. of the total shipments guaranteed, 
in contrast to 1952/53 when practically all the guaranteed quotas were taken up. 


U.S. Trade.—The second quarter of this year saw a sharp rise in the United 
States export surplus, notwithstanding the rising value of American imports. It is 
noteworthy that, in spite of the recession, American imports of finished manufactures, 
unlike imports of crude materials, were last year running considerably above the 
1950 level. 


Bank Clearings.—The first chart on page 54 brings out the sharp increase this 
summer in the level of the Town clearings—in June nearly 50 per cent. greater (in 
money terms) than a year ago. This is an indicator of the financial turnover of the 
City and, in particular, of stock exchange activity. In the provinces, the clearings 
centred in Bradford, Liverpool and Manchester have recovered from the decline 
that accompanied the textile recession of 1952. 





Publications Received 


THE HISTORY OF UNILEVER by Charles Wilson 
(Cassell & Co. Ltd. In two volumes, 45s. the set) 


In 1929 an agreement was signed between the group of companies of Dutch 
origin known as the Margarine Union in this country and the Margarine Unie in 
Holland and the group of companies controlled by the British firm of Lever Brothers. 
From this amalgamation, one of the largest in European history, emerged a concern 
that bought and processed more than a third of the whole tonnage of oils and fats 
which find their way into world commerce, that traded in more places and in more 
products than any other concern in the world, that employed nearly a quarter of a 
million people. Clearly, the story of how all this came about, as Mr. Wilson says, 
“not only an important chapter in industrial history but a significant phase in 
social evolution.” 

The work is divided into three Books. Book I deals with the history of Lever 
Brothers, in the course of which Mr. Wilson draws a convincing portrait of the 
forceful personality of the first Lord Leverhulme ; Book II covers the history of 
the concerns that finally joined together to become the Margarine Union; while 
Book III surveys the period since 1929. 

This book is something more than the story of a very large business; it is 
also an important study in economic and social history. Book III, in particular, is 
of great interest on the many complex problems that have been met and overcome 
in controlling a vast enterprise like Unilever. Mr. Wilson writes clearly, in a 
Straightforward readable style, and illuminates the key points in the narrative with 
a number of charts and diagrams. LRW 
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EXPORTS OF MANUFACTURES 
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